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(2) This part does not preclude any
exchange, national securities associa-
tion, or creditor from imposing addi-
tional requirements or taking action
for its own protection.

(3) This part does not apply to trans-
actions between a customer and a
broker or dealer registered only under
section 15C of the Act.

[Reg T, 61 FR 20390, May 6, 1996]

§ 220.2 Definitions.
The terms used in this part have the

meanings given them in section 3(a) of
the Act or as defined in this section.

Cash equivalent means securities
issued or guaranteed by the United
States or its agencies, negotiable bank
certificates of deposit, bankers accept-
ances issued by banking institutions in
the United States and payable in the
United States, or money market mu-
tual funds.

Covered option transaction means:
(1) In the case of a short call, the un-

derlying asset (or a security imme-
diately convertible into the underlying
asset, without the payment of money)
is held in or purchased for the account
on the same day, and the option pre-
mium is held in the account until cash
payment for the underlying asset or
convertible security is received; or

(2) In the case of a short put, the
creditor obtains cash in an amount
equal to the exercise price or holds in
the account cash equivalents with a
current market value at least equal to
the exercise price and, except in the
case of money market mutual funds,
with one year or less to maturity; or

(3) In the case of a short put or short
call, the creditor verifies that the ap-
propriate escrow agreement will be de-
livered to the creditor promptly and
the option premium is held in the ac-
count until such delivery is made; or

(4) Beginning June 1, 1997, any other
transaction involving options or war-
rants in which the customer’s risk is
limited and all elements of the trans-
action are subject to contemporaneous
exercise if:

(i) the amount at risk is held in the
account in cash, cash equivalents, or
via an escrow receipt; and

(ii) the transaction is eligible for the
cash account by the rules of the reg-
istered national securities exchange

authorized to trade the option or war-
rant or by the rules of the creditor’s
examining authority in the case of an
unregistered option, provided that all
such rules have been approved or
amended by the SEC.

Credit balance means the cash amount
due the customer in a margin account
after debiting amounts transferred to
the special memorandum account.

Creditor means any broker or dealer
(as defined in sections 3(a)(4) and 3(a)(5)
of the Act), any member of a national
securities exchange, or any person as-
sociated with a broker or dealer (as de-
fined in section 3(a)(18) of the Act), ex-
cept for business entities controlling or
under common control with the credi-
tor.

Customer includes:
(1) Any person or persons acting

jointly:
(i) To or for whom a creditor extends,

arranges, or maintains any credit; or
(ii) who would be considered a cus-

tomer of the creditor according to the
ordinary usage of the trade;

(2) Any partner in a firm who would
be considered a customer of the firm
absent the partnership relationship;
and

(3) Any joint venture in which a cred-
itor participates and which would be
considered a customer of the creditor if
the creditor were not a participant.

Debit balance means the cash amount
owed to the creditor in a margin ac-
count after debiting amounts trans-
ferred to the special memorandum ac-
count.

Delivery against payment, Payment
against delivery, or a C.O.D. transaction
refers to an arrangement under which a
creditor and a customer agree that the
creditor will deliver to, or accept from,
the customer, or the customer’s agent,
a security against full payment of the
purchase price.

Equity means the total current mar-
ket value of security positions held in
the margin account plus any credit bal-
ance less the debit balance in the mar-
gin account.

Escrow agreement means any agree-
ment issued in connection with a call
or put option under which a bank or
any person designated as a control lo-
cation under paragraph (c) of SEC Rule
15c3–3 (17 CFR 240.15c3–3(c)), holding
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the underlying asset or required cash
or cash equivalents, is obligated to de-
liver to the creditor (in the case of a
call option) or accept from the creditor
(in the case of a put option) the under-
lying asset or required cash or cash
equivalent against payment of the ex-
ercise price upon exercise of the call or
put.

Examining authority means:
(1) The national securities exchange

or national securities association of
which a creditor is a member; or

(2) If a member of more than one self-
regulatory organization, the organiza-
tion designated by the SEC as the ex-
amining authority for the creditor.

Exempted securities mutual fund means
any security issued by an investment
company registered under section 8 of
the Investment Company Act of 1940 (15
U.S.C. 80a–8), provided the company
has at least 95 percent of its assets con-
tinuously invested in exempted securi-
ties (as defined in section 3(a)(12) of the
Act).

Foreign margin stock means a foreign
security that is an equity security and
that appears on the Board’s periodi-
cally published List of Foreign Margin
Stocks.

Foreign person means a person other
than a United States person as defined
in section 7(f) of the Act.

Foreign security means a security
issued in a jurisdiction other than the
United States.

Good faith margin means the amount
of margin which a creditor,exercising
sound credit judgment, would cus-
tomarily require for a specified secu-
rity position and which is established
without regard to the customer’s other
assets or securities positions held in
connection with unrelated trans-
actions.

In or at the money means, until June
1, 1997, the current market price of the
underlying security is not more than
one standard exercise interval below
(with respect to a call option) or above
(with respect to a put option) the exer-
cise price of the option.

In the money means the current mar-
ket price of the underlying asset or
index is not below (with respect to a
call option) or above (with respect to a
put option) the exercise price of the op-
tion.

Margin call means a demand by a
creditor to a customer for a deposit of
additional cash or securities to elimi-
nate or reduce a margin deficiency as
required under this part.

Margin deficiency means the amount
by which the required margin exceeds
the equity in the margin account.

Margin excess means the amount by
which the equity in the margin ac-
count exceeds the required margin.
When the margin excess is represented
by securities, the current value of the
securities is subject to the percentages
set forth in § 220.18 (the Supplement).

Margin security means:
(1) Any registered security;
(2) Any OTC margin stock;
(3) Any OTC margin bond;
(4) Any OTC security designated as

qualified for trading in the National
Market System under a designation
plan approved by the Securities and
Exchange Commission (NMS security);

(5) Any security issued by either an
open-end investment company or unit
investment trust which is registered
under section 8 of the Investment Com-
pany Act of 1940 (15 U.S.C. 80a–8);

(6) Any foreign margin stock; or
(7) Any debt security convertible into

a margin security.
Money market mutual fund means any

security issued by an investment com-
pany registered under section 8 of the
Investment Company Act of 1940 (15
U.S.C. 80a–8) that is considered a
money market fund under SEC Rule
2a–-7 (17 CFR 270.2a–7).

Nonexempted security means any secu-
rity other than an exempted security
(as defined in section 3(a)(12) of the
Act).

Nonmember bank means a bank that is
not a member of the Federal Reserve
System.

Non-U.S. traded foreign security means
a foreign security that is neither a reg-
istered security nor one listed on
NASDAQ.

OTC margin bond means:
(1) A debt security not traded on a

national securities exchange which
meets all of the following require-
ments:

(i) At the time of the original issue,
a principal amount of not less than
$25,000,000 of the issue was outstanding;
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(ii) The issue was registered under
section 5 of the Securities Act of 1933
(15 U.S.C. 77e) and the issuer either
files periodic reports pursuant to sec-
tion 13(a) or 15(d) of the Act or is an in-
surance company which meets all of
the conditions specified in section
12(g)(2)(G) of the Act; and

(iii) At the time of the extension of
credit, the creditor has a reasonable
basis for believing that the issuer is
not in default on interest or principal
payments; or

(2) A private pass-through security
(not guaranteed by an agency of the
U.S. government) meeting all of the
following requirements:

(i) An aggregate principal amount of
not less than $25,000,000 (which may be
issued in series) was issued pursuant to
a registration statement filed with the
SEC under section 5 of the Securities
Act of 1933 (15 U.S.C. 77e);

(ii) Current reports relating to the
issue have been filed with the SEC; and

(iii) At the time of the credit exten-
sion, the creditor has a reasonable
basis for believing that mortgage inter-
est, principal payments and other dis-
tributions are being passed through as
required and that the servicing agent is
meeting its material obligations under
the terms of the offering; or

(3) A mortgage related security as de-
fined in section 3(a)(41) of the Act; or

(4) A debt security issued or guaran-
teed as a general obligation by the gov-
ernment of a foreign country, its prov-
inces, states, or cities, or a supra-
national entity, if at the time of the
extension of credit one of the following
is rated in one of the two highest rat-
ing categories by a nationally recog-
nized statistical rating organization:

(i) The issue;
(ii) The issuer or guarantor (implic-

itly); or
(iii) Other outstanding unsecured

long-term debt securities issued or
guaranteed by the government or en-
tity; or

(5) A foreign security that is a non-
convertible debt security that meets
all of the following requirements:

(i) At the time of original issue, a
principal amount of at least $100,000,000
was outstanding;

(ii) At the time of the extension of
credit, the creditor has a reasonable

basis for believing that the issuer is
not in default on interest or principal
payments; and

(iii) At the time of the extension of
credit, the issue is rated in one of the
two highest rating categories by a na-
tionally recognized statistical rating
organization; or

(6) Any nonconvertible debt security
that meets all of the following require-
ments:

(i) At the time of the extension of
credit, the creditor has a reasonable
basis for believing that the issuer is
not in default on interest or principal
payments; and

(ii) At the time of the extension of
credit, the issue is rated in one of the
four highest rating categories by a na-
tionally recognized statistical rating
organization.

OTC margin stock means any equity
security traded over-the-counter that
the Board has determined has the de-
gree of national investor interest, the
depth and breadth of market, the avail-
ability of information respecting the
security and its issuer, and the char-
acter and permanence of the issuer to
warrant being treated like an equity
security traded on a national securities
exchange. An OTC stock is not consid-
ered to be an OTC margin stock unless
it appears on the Board’s periodically
published list of OTC margin stocks.

Overlying option means:
(1) A put option purchased or a call

option written against a long position
in an underlying asset in the specialist
record in § 220.12(b); or

(2) A call option purchased or a put
option written against a short position
in an underlying asset in the specialist
record in § 220.12(b).

Payment period means the number of
business days in the standard securi-
ties settlement cycle in the United
States, as defined in paragraph (a) of
SEC Rule 15c6–1 (17 CFR 240.15c6–1(a)),
plus two business days.

Permitted offset position means, in the
case of an option in which a specialist
makes a market, a position in the un-
derlying asset or other related assets,
and in the case of other securities in
which a specialist makes a market, a
position in options overlying the secu-
rities in which a specialist makes a
market, provided the positions qualify
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as permitted offsets under the rules of
the national securities exchange with
which the specialist is registered, and
further provided all such rules have
been approved or amended by the SEC.
Until June 1, 1997, permitted offsets are
determined by reference to section
220.12(b)(6).

Purpose credit means credit for the
purpose of:

(1) Buying, carrying, or trading in se-
curities; or

(2) Buying or carrying any part of an
investment contract security which
shall be deemed credit for the purpose
of buying or carrying the entire secu-
rity.

Registered security means any security
that:

(1) Is registered on a national securi-
ties exchange; or

(2) Has unlisted trading privileges on
a national securities exchange.

Short call or short put means a call op-
tion or a put option that is issued, en-
dorsed, or guaranteed in or for an ac-
count.

(1) A short call that is not cash-set-
tled obligates the customer to sell the
underlying asset at the exercise price
upon receipt of a valid exercise notice
or as otherwise required by the option
contract.

(2) A short put that is not cash-set-
tled obligates the customer to purchase
the underlying asset at the exercise
price upon receipt of a valid exercise
notice or as otherwise required by the
option contract.

(3) A short call or a short put that is
cash-settled obligates the customer to
pay the holder of an in the money long
put or long call who has, or has been
deemed to have, exercised the option
the cash difference between the exer-
cise price and the current assigned
value of the option as established by
the option contract.

Specialist joint account means an ac-
count which, by written agreement,
provides for the commingling of the se-
curity positions of the participants and
a sharing of profits and losses from the
account on some predetermined ratio.

Underlying asset means:
(1) the security or other asset that

will be delivered upon exercise of an
option; or

(2) In the case of a cash-settled op-
tion, the securities or other assets
which comprise the index or other
measure from which the option’s value
is derived.

[Reg. T, 61 FR 20390, May 6, 1996]

§ 220.3 General provisions.
(a) Records. The creditor shall main-

tain a record for each account showing
the full details of all transactions.

(b) Separation of accounts. Except as
provided for in the margin account and
the special memorandum account, the
requirements of an account may not be
met by considering items in any other
account. If withdrawals of cash or secu-
rities are permitted under the regula-
tion, written entries shall be made
when cash or securities are used for
purposes of meeting requirements in
another account.

(c) Maintenance of credit. Except as
prohibited by this part, any credit ini-
tially extended in compliance with this
part may be maintained regardless of:

(1) Reductions in the customer’s eq-
uity resulting from changes in market
prices;

(2) Any security in an account ceas-
ing to be margin or exempted; or

(3) Any change in the margin require-
ments prescribed under this part.

(d) Guarantee of accounts. No guaran-
tee of a customer’s account shall be
given any effect for purposes of this
part.

(e) Receipt of funds or securities. (1) A
creditor, acting in good faith, may ac-
cept as immediate payment:

(i) Cash or any check, draft, or order
payable on presentation; or

(ii) Any security with sight draft at-
tached.

(2) A creditor may treat a security,
check or draft as received upon written
notification from another creditor that
the specified security, check, or draft
has been sent.

(3) Upon notification that a check,
draft, or order has been dishonored or
when securities have not been received
within a reasonable time, the creditor
shall take the action required by this
part when payment or securities are
not received on time.

(4) To temporarily finance a cus-
tomer’s receipt of securities pursuant
to an employee benefit plan registered
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